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KEY ECONOMIC INDICATORS 


All values in million US$ 
unless otherwise noted 


INCOME, PRODUCTION, EMPLOYMENT 


GOP at Current Market Prices (Mil. Pesos) 2/ 


GDP at Constant 1973 Prices (Mil. Pesos) 
Per capita GDP Constant 1973 Prices (US$) 3/ 
Gross Domestic Investment Constant 1973 
Prices (Mil. Pesos) 4/ 
Indices: 
Industrial Production (1973=100) 
Avg. Nominal Indust. Wage (1960=100) 
Avg. Real Indust. Wage (1960=100) 
Total Population Employed (thousands) 
Avg. Unemployment Rate 5/ 
Nominal Indust. Wage (pesos per hour (Dec) 


MONEY AND PRICES 


Money Supply (December) (Mil. Pesos) 
Public Extemal Debt (December) (Capital 
only over 180 days) 
Interest Rates (Commercial Banks) (Dec.) 
Indices: (annual averages) 
Retail Sales Prites (1960=100) 
Wholesale Prices (1960=100) 
Construction Prices (1960=100) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exch. Reserves (December) 
of Payments (Deficit or Surplus) 
of Trade (Deficit or Surplus) 
(FOB) 

Share (percent) 
(CIF) 
Share (percent) 
Main Imports from U.S. 6/ 
Organic Chemicals 
Coal - Anthracite & Bituminous 
Iron and Steel Scrap 
Aircraft 
Metalworking mach. excl. mach. tools 
Pump, centrifuges and parts 
Motor vehicles and tractor parts 
and access. nec. 


Exchange rate (normal financial rate) 
as of Dec. 1975: US$1 = 57 ARG.$ 1/ 


1974 


480 ,681 
387,022 
1,574 


77,902 


107.2 
3,686 
126.3 
9,504 

2.5 (Nov) 
11.18 


114,920 


3,878 
21/23 


2,920 
2,525 
3,552 


1975 


1,340,751 


381,654 
1,529 


68,137 


103.4 
9,907 

123.7 
9,766 


2.7 (Oct) 


43.15 


331,701 


4,537 
43/48 


8,257 
7,384 
12,191 


% Change 
1975/1974 


178.9 
-1.4 
-2.9 


-12.5 


-3.5 

168.8 

(85.3) May 1976 
2.7 


286.0 


713% (Apr 76/75) 
917% " " " 
898% uu " " 





ARGENTINA 


Summary 


The Military Government inherited immense economic problems 
from the Peronist administration, including runaway inflation, 
deepening recession, and an external payments crisis. In 
place of populist programs to redistribute income, this 
government seeks to restore efficiency and order in a more 
free enterprise and market oriented economy. Measures 
already implemented under the government's stabilization 
program have helped to slow inflation, improve labor pro- 
ductivity, stabilize the exchange rate, and avoid external 
debt moratorium. However, the current recession is likely 

to deepen further before an economic upswing begins -- 
possibly toward year end. In the external area, 1976 balance 
of payments results will be considerably better than 1975 

but Argentina's external debt and asset situation will remain 
delicate. Difficult months lie ahead, requiring patience 

and sacrifice, but a good start has been made and the outlook 
is encouraging. The anticipated recovery of the Argentine 
economy, perhaps beginning in early 1977, implies a gradually 
improving market for U.S. capital goods and foreign invest- 
ment. Even before then, there should be favorable export 
opportunities in the fields of power, energy, petro-chemicals, 
port handling and maintenance equipment, etc. in which 
competition among suppliers will be fierce. Financing will 
be a major factor and U.S. exporters should again be able 

to count on Export-Import Bank support once Argentina has 
successfully put its financial house in order. 





KEY ECONOMIC INDICATORS (Footnotes) 


Since April 1976, exchange rate system as follows: 

Official Rate: 140 pesos per dollar 

Free Rate: fluctuating between 240 and 260 pesos 
per dollar 

Official Mixed Rates: for most imports and exports. 


Estimated, applying average price increase to GDP 
at constant 1973 prices. 


Population based on 1970 census (in thousands) 
24,644 for 1974 and 25,011 for 1975. Converted to 
dollars at the financial exchange rate of 9.98 pesos 
per dollar. 


Includes investment in construction, equipment, and 
inventory changes. 


Unemployment rates correspond to Federal Capital 
and Greater Buenos Aires. 


Source: Bureau of the Census, Washington, D. C. 





PART A 


CURRENT ECONOMIC SITUATION AND TRENDS 


Peronist Administration Leaves Immense Economic Problems 


The new military authorities inherited immense economic 
problems from the Peronist administration, including deep- 
ening recession, runaway inflation and an external payments 
crisis. Real Gross Domestic Product declined 1.4% in 1975 
and a further 3.5% in first quarter 1976. By end March 1976, 
the Consumer Price Index (CPI) was increasing 566% annually 
with a rising trend. Argentina was at the verge of hyper- 
inflation. In 1975, the balance of payments deficit reached 
$1,095 million, highest in recent history. By March 1976, 
despite a successful refinancing operation and some improve- 
ment in the trade account, Argentina was again in external 
payments crisis. The economy continued to deteriorate 
despite GOA efforts to restore order and promote recovery. 


New Development Strategy 


In place of populist programs to redistribute income and 
expand State activities, this government seeks to restore 
efficiency and order in a more free enterprise and market 
oriented economy. The program emphasizes an export oriented 
growth strategy built around recovery of the agricultural 
sector, in contrast to the urban-industrial focus of recent 
years. In his first speech to the nation, Economy Minister 
Martinez de Hoz explained what the government was seeking 

was simply an "economy of production" with the private sector 
propelling development. He went on to outline other key 
program objectives: reduction of the fiscal deficit, 
rationalization of public sector activities, monetary and 
fiscal discipline, expansion of private investment, new 
foreign investment inflows, etc. Initial measures already 
have helped eliminate economic distortions, raise public 
confidence, increase labor efficiency, slow inflation, 
stabilize the exchange rate and avoid external debt moratorium. 





Runaway Inflation Slowed 


The government has slowed runaway inflation through a tough 
wage-price policy combined with monetary and fiscal discipline 
and moderation in other areas. Shortly after taking power, 

the GOA removed price controls on all products except pharma- 
ceuticals to stimulate private sector confidence and production. 
The step led to rapid disappearance of shortages and black 
market activity with only moderate price increases. At the 
same time, the GOA took control of wages, allowing only one 
modest 15% increase effective June 1, 1976. Current real 
income levels are the lowest in many years and the working 
class is feeling the pinch. However, the government has 
indicated that future wage increases will have to be based 

on gains in real production and productivity in the economy. 

To supplement wage-price restraint, the government has 
initiated several monetary measures to absorb excess liquidity, 
reduce speculation and encourage savings. It also has suc- 
cessfully placed large volumes of indexed Government Bonds 
(VNA's) to reduce the fiscal deficit and staunch money 
emission via this source. The stabilization program has 


worked well thus far as evidenced by a sharp drop in the 
Consumer Price Index (CPI) from 38% in March, to 34.6% in 
April, to 13.1% in May (seasonally adjusted figures). Based 
on these favorable trends, inflation is expected to continue 
to decline gradually during the second half of 1976. 


Recession Deepens 


Measures to slow inflation inevitably have deepened recession 
and temporarily hurt industrial activity. Demand is slack 

and industrial sales and production are sharply down in most 
sectors. The automobile industry has been especially hard 
hit, along with consumer durables and producers of other 
"non-essential" items. Lively advertising, discounts, credits 
and sales are a new development on the Argentine commercial 
scene, as retailers and manufacturers seek to move growing 
inventories. Thus far, unemployment has not increased along 
with declining economic activity, although the fear of unem- 
ployment is widespread. Companies have generally shortened 
work hours in lieu of reducing staff. While massive layoffs 
are not anticipated, private analysts believe unemployment 

May reach 8-10% before the worst of the slump passes. 
Currently, unemployment in the Buenos Aires area is estimated 
at about 6%. (The last official data published in October 1975 
gave unemployment at 2.7%.) 





The recession is likely to last through most of 1976 with 
the economy showing weakness in most basic areas, i.e. con- 
sumption, investment, government spending, etc. If the 
stabilization program works as anticipated, Argentina should 
begin to show signs of economic recovery, perhaps beginning 
in early 1977. Dynamic elements are likely to include 
construction activity, new investments, agricultural exports, 
etc. 


Foreign Investment Opportunities 


The Military Government has indicated it seeks foreign 
investment to supplement domestic savings in the economic 
recovery process. To encourage private capital inflows, the 
GOA is completing work on a new and more flexible Foreign 
Investment law and also plans substantial modification of 

the Technology Transfer law. The emphasis is on establishing 
simple, clear and stable rules of the game. The government 
also has created a number of commissions to quickly and 
equitably resolve outstanding investment disputes inherited 
from the Peronist administration. New foreign private invest- 
ment has not come to Argentina for several years due to a 
number of factors, including political instability, the 
terrorist threat, poor domestic business conditions, restric- 
tive legislation, etc. Currently, however, foreign investors 
are beginning to take a new look at Argentina based on the 
country's enormous economic potential and the government's 
sound recovery program. The opening of the petroleum and 
mining sector to foreign investment is a particularly note- 
worthy development. 


Fiscal Deficit Key Problem 


The situation of public finance in Argentina has deteriorated 
to an alarming extent. During 1975, for example, the fiscal 
deficit as a percent of GDP exceeded 10% while taxes covered 
only about 25% of total expenditures. Progress toward reducing 
the fiscal deficit will be necessary for successful implemen- 
tation of other economic objectives. The fiscal area will be 
particularly closely watched by the IMF and other potential 
sources of new foreign credits. To reorder public finance, 

the government plans an austere budget for 1976 with expendi- 
tures tightly restricted and revenues increased. Steps to 
achieve improved expenditure control include gradual reduction 
of public sectdér personnel, gradual reduction of the operating 





deficits of State Enterprises and Provinces, and gradual 
transfer of State-owned entities from the public to the 
private sector. The GOA is primarily relying on tax reform 
and more vigorous collection of the Value Added Tax (VAT) 
to raise revenues. The government intent to rationalize 
public finance is firm and a good start has been made. 
However, the process will take several years and require 
continuity of implementation. 


External Payment Situation Better 


Argentina's external payment situation has improved markedly 
since the military authorities took power. The immediate 
threat of external debt moratorium has been avoided. This 
was accomplished with strong support from U.S. and other 
foreign commercial banks, including $300 million in new 
short-term loans and agreement to roll-over approximately 
$500 million in public sector obligations falling due this 
year. In June and July, Economy Minister Martinez de Hoz 
leads a special financial mission to the U.S., Canada and 
Europe, reportedly seeking approximately $1,200 million in 
new credits to restructure external debt and strengthen 
Argentina's foreign asset position. The GOA may seek an IMF 
standby agreement as part of this financial package. Several 
important new loans from the IDB and IBRD are also being 
negotiated in the key sectors of energy, petro-chemicals, 
pulp and paper production, and highway construction. 


Balance of payments results for 1976 will be substantially 
better than 1975. The outlook is for a small trade surplus 
with exports at about $3,500 million and imports at about 
$3,400 million. Imports will continue to consist primarily 

of raw and intermediate goods with capital items tightly 
restricted in view of foreign exchange shortages. The overall 
balance of payments deficit or surplus will depend on external 
financing obtained this year plus capital account movements 
difficult to project at this time. The GOA's longer range 
balance of payments recovery strategy includes gradual freeing 
and unification of the exchange rate, accompanied by liberali- 
zation of import and exchange controls. Tariffs eventually 
may be reduced to promote domestic efficiency. The pace of 
implementation will depend on the rapidity of balance of 
payments recovery and the strength of the GOA's external asset 
position in the months ahead. 





While the external payments situation is improving, the GOA's 
external debt and reserve position remains delicate and is 
likely to continue so for this year and next. As of 12-31-75, 
Argentina's external principal debt totaled $9,067 million. 

The total figure is not excessive in relation to the economy's 
size and export potential, but the debt structure is unfavorable 
with heavy maturities coming due this year and next. At end 
December 1975, gross external assets totaled $620 million, 

but the figure has increased considerably in recent months. 


New Priority for Agriculture 


The new government will give special priority to recovery of 
the "long neglected" agricultural sector to increase export 
capacity and promote more balanced growth. A number of concrete 
measures already have been implemented to give farmers addi- 
tional incentives, such as increasing domestic price levels, 
more liberal credit, export tax reductions, and elimination 

of the National Grain and Meat Board monopolies. Prospects 
for future agricultural exports are favorable as a result of 
new domestic incentives and a generally positive international 
environment for grain and meat exports. In political terms, 
recovery of the agricultural sector will mean an expanding 
role for Argentina in world affairs as an important source 

of "food resources" in a hungry world. It also will offer 
attractive new opportunities for American suppliers of agri- 
cultural and agri-business equipment. 


Outlook Encouraging 


The new government has made a good start in the economic area. 
Runaway inflation has been slowed, the exchange rate stabilized, 
labor productivity increased, and domestic business confidence 
greatly restored. All of this has been achieved with wide- 
spread domestic support and in a basically moderate social- 
political context. Argentina's recent progress and its sound 
recovery program have won international support and raised 

the country's image abroad. Nonetheless, as the government 
itself points out, the next six months will be difficult ones 
requiring patience and sacrifice. Political stability must 

be maintained and the terrorist threat reduced with due regard 
for human rights. The economy must be quickly rebuilt to 
restore economic well-being and prosperity. Based on develop- 
ments thus far, the outlook for Argentina is encouraging. 





IMPLICATIONS FOR THE UNITED STATES 


The economic policies inaugurated by the GOA authorities 

who took power on March 24, 1976 have significant impli- 
cations for trade and investment in Argentina. There is 
likely to be little growth, if any, in the import market 

in Argentina in 1976, because of Argentina's balance of 
payment deficit. This will be particularly true of the 
capital goods sector, as preference will be given to imports 
of intermediate and primary products used as inputs into 
local industry. However, the anticipated success of the GOA 
in restructuring its foreign debt and in improving balance of 
trade, beginning with the winter wheat harvest, imply a 
gradually improving market for capital goods, beginning 
possibly at year end. Even so, there are certain sizable 
public sector investment projects Argentina will not be able 
to put off, particularly in the power, energy, petrochemical 
and port handling and maintenance equipment fields. There 
will be fierce competition between suppliers for these pro- 
jects, a good number of which will be financed by international 
development banks (the IDB and the IBRD). 


Specifically, there is a major gas pipeline project about 

to get underway, to bring gas from Tierra del Fuego across 

the straits to the mainland, which will be financed in part 

by the IDB. Steel and petrochemicals will remain focal points 
of public investment. Completion of SOMISA's expansion of 
steel making capacity will receive primary emphasis. In the 
petrochemical sector, the GOA has a good chance of being 
successful in its loan application to the IDB for the expansion 
of the Petroguimica Bahia Blanca complex and the construction 
of three of the four satellite plants. The IDB is also expected 
to approve the financing for a cellulose plant in Misiones 

this year. In short, public investment plans are being scaled 
down in accordance with the GOA's difficult financial situation 
and heavy reliance is being put on IDB and IBRD financing. 

Both these institutions have appeared to be particularly forth- 
coming in meeting the GOA's needs in recent months. The 
private sector has a large backlog of investment pending. 

A slow buildup of private sector investment can be expected, 
with resulting trade opportunities, now that political stability 
has been guaranteed and profit margins restored by the elimina- 
tion of price controls. The catch up in private investment 

can be expected to begin in earnest by the end of CY 1976, if, 
as projected by the authorities, there is success in pulling 
the country out of the recession. When the recovery comes, 

we expect strong demand for machine tools, textile equipment, 
pulp and paper equipment, and mining equipment. 





Once it has put its financial house in order, Argentina 

will be able once again to count on export financing support 
from the Export Import Bank. This could occur as early as 
the third quarter of CY 1976, and would give U.S. exporters 
an invaluable boost in competing for these export opportunities. 
In the case of those projects not financed by international 
leading institutions, supplier financing will be the key 
element of a supplier's competitive position. On the other 
side of the coin, pressures for the U.S. to open its market 
to Argentine beef exports are likely to continue though they 
will abate as the EC continues to open its doors wider to 
meat imports. Argentina will base its export drive, however, 
on grains, in an attempt to refurbish its balance of payments 
as quickly as possible. The stimulus being given to agri- 
culture by the new economic policy is expected to provide 
substantial exportable surpluses. Thus, Argentina could, in 
the medium and long term, become, once again, a major world 
supplier of these products, and if surpluses should again 
develop, a major competitor for the U.S. farmer. 


Argentine industrial exports, though bettering their 1975 
record, are unlikely to be a major element in the GOA's 
export expansion drive as the authorities grapple with the 
problem of freeing the exchange rate and the switching of an 
economy based on import substitution to an export oriented 
mode. The GOA is likely to remain very sensitive, however, 
to efforts to curtail existing export levels through actions 
under the "escape clause" section of the Trade Act of 1975. 
The bilateral balance of trade, always an issue, is likely 
to remain favorable to the U.S. though the gap will be con- 
siderably diminished over what it was in 1975, when the over- 
valuation of the peso caused Argentine exports to the U.S. 
to plunge dramatically. 


The foreign investment climate could be reversed even more 
dramatically once the GOA revises the foreign investment law. 
The new economic team wants and is counting on substantial 
investment flows. This means that the prospective investor 
may find himself being courted in Argentina for the first 
time in several years. Argentina has a considerable backlog 
of investment opportunities which should prove attractive 

to foreign investors. It is likely that the new rules will 
favor agro-industry and export oriented investment. In any 
case, these general areas appear to be those having best 
potential from the point of view of current economic policy 
emphasis and the limited options remaining for industrial 
import substitution oriented investment in this economy. 





An exception to this generality is the GOA's decision to 
invite foreign participation in the oil exploration and 
extraction field on a service contract basis. (The first 
call for bids, inviting foreign participation in offshore 
exploration was issued in early June 1976.) The GOA has 
indicated it also intends to seek foreign participation in 
onshore primary and secondary recovery operations. As the 
technology transfer law is also likely to be revised, 
Argentina could again become a good market for technology. 
In this area, too, the economy -is lean and hungry because 
the nationalistic slogans and: formulas incorporated in the 
law have kept technology transfer to a minimum over the past 
three years. 
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